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KEY ECONOMIC INDICATORS: HONG KONG 


Values in million US$ Exchange rate as of Jan- 

unless otherwise stated Dec 1975: US$1.00=HK$4.935 
1974: US$1.00=HK$5.038 
1973: US$1.00=HK$5.141 


B Cc D E 
2 % Rate 
1974 1975 Change of 
1974/75 Growth 


INCOME, PRODUCTION, EMPLOYMENT 
GDP @ Current Prices ($ Bil) 5. 
GDP @ Constant (1966) Prices ($ Bil) 3. 
Per Capita GDP, Current Prices ($) 1,414 

Production (Exports) Maj. Items 
Textile and made-ups 461. 
Clothing 1,449. 
Plastics: Toys and dolls 256. 
Flowers 93. 
Electronics: Transistor radios 223% 
Components 195. 
Registered industrial employment ('000) 622 
Registered industrial vacancies ('000) 13 
Average daily industrial wage index (1973=100) 100 
Tourist arrivals, civilian ('000) 1,292 


MONEY AND PRICES 

Money supply ($ Bil) 1/ 2 2 2. 
Public debt outstanding : . 81. 
External debt 19. . 22% 
Banks' prime lending rate (%) 2/ 8. 5 7 
General Consumers’ Price Index (1964=100) 164. Z 189. 


TRADE 

Balance of trade - 584. . - 737. 9 

Domestic exports FOB 3,788. 4,547. 4,632. Le 
Zo U3S. 1327; 2673. 1,486. é 
U.S. share (%) 35 32 32 0 

Re-exports, FOB 1,269. 1,414. 1643s ame hs 
To U.S. 89. 102. 112. 10. 
U.S. share (%) 7 7 8 is. 

Imports, CIF 5,641. 6.772; 6,782. 
From U.S. 720. 917. 802. -12. 
U.S. share (%) 13 14 12 -14. 


ONDDOUOUL WWW 


Main trade with the U.S. for 1975: Exports to U.S. (FOB) -- Textiles and clothing: 713; 
electronic and electrical products and components: 287; plastic toys and dolls: 130; plastic 
flowers: 30; and watches and clocks: 24. Imports from U.S. -- Electronic and electrical 
products and components: 132; textile fibers including raw cotton: 27.3; unset diamonds: 71; 
air conditioners: 7; fruit and vegetables: 71; textile fabrics, made-up articles and related 
products: 26; and tobacco products: 37. 


1/ Notes in circulation plus demand deposits. 
2/ Yearly average. 





SUMMARY 
The Slump Ends 


The second half of 1975 saw a major turnaround in the Hong Kong 
economy, as it reacted to the upturn in world trade and the U.S. 
economic recovery. Hong Kong's highly leveraged position caused its 
exports to rise at a far greater rate than the growth in overall 
world trade. The full year level of total trade was just slightly 
(about 1%) below the 1974 level, reflecting a dramatic reversal of 
the downtrend apparent in the first half of 1975. Tourism as well 
has rebounded and equaled the level of 1974. Interest rates remained 
low. The Hong Kong Government has estimated that the Gross Domestic 
Product growth rate for 1975 was .8%. 1976 should see a rate 
considerably higher, in the neighborhood of 10%. 


Despite efforts to diversify, Hong Kong remains highly specialized 
in industries and markets. Textiles and tourism remain the leading 
industries. The U.S. remains the largest market (32%) for Hong Kong's 
exports, with Germany and the United Kingdom tied for second place. 

On the other hand, the U.S. share of the Hong Kong market decreased 
to 12% while the share of the People's Republic of China increased to 


20%. 


Outlook 


As Hong Kong exports most of its output and imports almost all of 
its food and raw materials, domestic economic activity and price levels, 
whether determined by aggregate demand or costs, are mainly influenced 
by external forces. Consequently, the domestic money supply cannot 
significantly influence economic activity in Hong Kong. The Hong Kong 
economy differs from most others in its flexibility and its dependence 
on external factors. Wages, in the absence of collective bargaining, 
appear to respond to the relationship of supply and demand in the 
labor market. Prices, in the absence of any form of protection against 
imports, also appear to be set competitively. The external factors 
during the latter half of 1975 and the first months of 1976 were increas- 
ing demand, especially in the U.S., and stable or decreasing world 
commodity prices. Furthermore, the Hong Kong economy was still far 
from that stage of full employment that would cause a steep rise in 
wages followed by higher prices. Hence, during the coming year we expect 
substantial growth, accompanied by a moderate increase of prices. 





CURRENT ECONOMIC SITUATION AND TRENDS 
The Business Climate - Renewed Growth Ahead 


The recession which began in mid-1974 for Hong Kong bottomed out 
in mid-1975. The cautious optimism expressed in mid-1975 has given 
way to almost unbridled enthusiasm based on strong orders and greatly 
increased exports and imports. Year end figures for all of 1975 
showed that domestic exports were down only .2% in value from 1974, 
and that a slight real growth of .8% in Gross Domestic Product (GDP) 
had occurred in 1975. Indications are that high growth rates will 
continue at least through most of 1976. The upturn in the U.S. had 
a profound effect on Hong Kong's economy, which continues to be 
highly dependent on the U.S. market. 


Prices during the last half of 1975 rose slightly, closing the 
year 1% above the December 1974 level. Of the major components in 
the Consumer Price Index, food prices fell slightly, and clothing 
prices dropped 3%. Housing, however, rose 5%, and services continued 
their rise by a further 9%. Overall daily wages for workers rose 3.9% 
between September 1974 and September 1975. Hong Kong's rate of infla- 
tion remains far below the rates experienced by most other economies. 
This should improve Hong Kong's competitive standing relative to its 
prime rivals, Korea, Taiwan and Singapore. 


Credit continued to ease during the second half of 1975, at 
approximately the same annual rate as in the first half, with Mj} 
(currency in circulation plus demand deposits) increasing 19.3% over 
1974. The increase seemed to result from both the inflow of Southeast 
Asian flight capital and a balance of payments surplus. The Hong Kong 
banking system is highly liquid, and the current liquidity ratio of 
approximately 50% is far above the 25% required by statute. 


Although the Hong Kong Government does not publish monthly unemploy- 
ment statistics, periodic surveys indicate that unemployment decreased 
considerably during the second half of 1975. Recently, businessmen 
have reported increased difficulty in finding skilled labor and also 
marked increases in skilled wage rates. Real wages of industrial 
workers in September 1975 were 3.1% above the level of March 1975. 
Indications are that they will rise somewhat further, but they are 
still 2% below the high reached in 1974. 


Growth Forecasts 


Government officials and business leaders are unanimously predicting 
substantial growth of economic activity through 1976, with some resump- 
tion of price increases later in the year. Among the most conservative 
is the Financial Secretary, Philip Haddon-Cave. In his budget speech 
on February 25, he estimated real growth in GDP at 9% for 1976, and 
nominal growth at 16%. In 1977 he expects the growth rate to subside 
to 7.5%. Most other observers believe real growth will be at least 
10% in 1976. These forecasts are based on a continued rapid increase 





in the labor force, productivity and tourism. The seemingly high rate 
would still leave the Hong Kong economy operating at less than capacity, 
and, therefore, would not cause undue inflationary pressures, at least 
on the demand side, On the cost side, Hong Kong's price level is 
strongly influenced by the prices of the commodities she imports, Con- 
sequently, the outlook is bright. This opinion has been reflected in 
the Hong Kong stock market, where the Hang Seng Index increased by 383% 
from July 2, 1975 to April 1, 1976, 


Exports ~ All the numbers are up 


Between January and August 1975, every month's exports were lower 
than those in the corresponding month of 1974, Beginning in September, 
however, this downward trend was reversed when exports surged 18.2% 
above September 1974. The period October, November, December 1975 saw 
increases of 24.5, 22.5 and 20% respectively above the same months in 
1974. The products showing the greatest increase in 1975 were: 
Clothing, up 28%; watches and clocks, up 53%; jewellery and goldsmiths 
wares, up 17%; domestic electrical equipment, up 10%; non-electric 
machinery, up 58%. Showing decline in 1975 were toys, -11.63%; elec- 
tronic components, -27%; plastic flowers, -39.3%; transistorized radios, 
-7.6%. 


Textiles and apparel continued to comprise just over 50% of Hong 
Kong's total exports. The U.S. share of Hong Kong's exports for 1975 
was 32% - almost identical to that of 1974. The Federal Republic of 
Germany took 12.2% and the United Kingdom 12.1%. 


The export figures for the last quarter of 1975 indicate that a 
solid uptrend is underway. It was reconfirmed by a surge in January 


of 58% growth over January 1975. 


Re-exports 

Re-exports for 1975 ended the year down 2% from 1974, as compared 
with -13.1% at the end of the first half. The turnaround was apparent 
during October through December 1975 when re-exports rose 18.6% over 
the same period in 1974. Most of the re-exports originated in the PRC 
(25%), Japan (17%), and the U.S. (14%). The principal destinations 
were Japan (14%), Singapore (13%), and the Republic of China (9%). The 
most important commodities were diamonds (16%); scientific, photographic 
and optical goods, watches and clocks (12%) and textiles (11%). Re- 
exports represented 23% of total exports, compared to 24% in 1974 and 
25% in 1973. Consequently, Hong Kong retains a residual albeit declin- 
ing, role as an entrepot although most of the economy continues to be 


devoted to light manufacturing. 


Imports 

Because Hong Kong has almost no raw materials, the level of imports 
is a reliable leading indicator of economic activity. For the year 1975 
imports were down 1.9%. However, during the last quarter of 1975 they 





were up 29% over the same quarter of 1974. The primary suppliers of 
Hong Kong's imports for 1975 were Japan, China and the U.S. in declining 
order. Imports from Japan were down 2.1% from 1974. Imports from 

China rose 13.6%, and imports from the U.S. fell 14.33 in 1975. As in 
the case of exports and re-exports, the rapid turnaround in the fourth 
quarter import level was enough to almost totally counteract the pre- 
Cipitous drop of 16.9% shown during the first half. 


Tourism - Growth resumes 


Tourism is Hong Kong's second largest industry, after textiles. 
Although arrivals were off 3.8% during the first half, strong per- 
formance during the last quarter enabled the rate to end 1975 .4% 
above the 1974 figure. The 10% increase in December is in line with 
Hong Kong Government projections of 10% growth in tourism throughout 
1976. Japan remained in the number one position in 1975, accounting 
for 29% of arrivals. The U.S. was in second place with 14% of arrivals. 
Compared with 1974, however, Japanese arrivals were off 9.5% in 1975, 
and U.S. arrivals were off 20.5% over the same period. The percentages 
of visitors from the United Kingdom, Western Europe, Canada, Australia, 
New Zealand and Southeast Asia all increased. Hotel occupancy rates 
jumped during the fourth quarter to approximately 80%. This compares 
with a rate of 67% for 1975 as a whole. 


Finance - Continued excess liquidity 

Hong Kong's trade deficit in 1975 declined to $737 million, a drop 
of 9% from 1974. This decline, in conjunction with capital inflows 
from Southeast Asia in the first half, and those attracted by the 
rising stock market in the second half boosted the liquidity ratio, to 
nearly 50%. The prime interest rate declined from 9% to 6.5% between 
January and March and has since remained at that level. During the 
second half of 1975, the exchange rate varied in the range of HK$5.058 
to HK$5.034 for US$1. Renewed strength of the Hong Kong dollar in 
early 1976, however, has brought the rate down somewhat from HK$5..02 
to HK$4.92. This recent strength appears to be partially attributable 
to the resurgence of the Hong Kong stock market. From the low of 171 
in December 1974 and 321.20 in June, the Hang Seng stock price index 
closed the year at the 350 level. In early March 1976, it touched the 
450 level. 


The Hong Kong Government is preparing to close its books on Fiscal 
Year 1976 (April 1, 1975 to March 31, 1976), the first year ever which 
called for a budgeted deficit. Originally expected to near $85 million, 
recent estimates by the Financial Secretary anticipate a $10 million 
figure for the year. In order to finance the projected deficit, the 
Hong Kong Government arranged a $60 million Eurodollar credit facility, 
and floated locally a $50 million 5 year bond with a 6.5% coupon. The 
Eurodollar facility was not used in FY 1976, and only $7 million of 
the bond issue proceeds were tapped. A portion of the $103 million 
remaining will be used to finance the FY 77 anticipated deficit of 





$71 million. According to the Financial Secretary, FY 77 should be 
the last year of budgeted deficits, returning the accounts to balance 
or surplus in FY 1978. 


Construction has begun on the initial stages of Hong Kong's subway 
known locally as the Mass Transit Railway system (MTR). Financing 
includes $400 million and expected supplier credits of $100 million. 

As yet, there has not been a local bond issue by the MTR Corp., although 
one 1S expected soon. 


Price Level - More good news 


Hong Kong again has achieved an enviable record on the inflation 
front. The General Consumer Price Index rose only 1% from December 
1974 to December 1975. Of the major items, food fell 3%, housing rose 
8% and clothing dropped 1%. Services continued their steady climb, 
rising 6%. 


IMPLICATIONS FOR THE UNITED STATES 


Trade Prospects 


The U.S. share of Hong Kong's imports fell by 14.3% in 1975 to 12% 
of total imports. This is to large extent owing to declines in cotton 
imports from the U.S. which continued through 1975. Prospects for U.S. 
cotton in 1976 seem brighter, due to a tight world supply and greatly 
increased textile production in Hong Kong. The U.S. trade deficit with 
Hong Kong widened to $795 million, an increase of 20% over the $663 
million in 1974. 


Hong Kong's strongly pro-U.S. orientation and its duty free status 
combine to make it an excellent potential market for U.S. products. 
This was demonstrated during the American Fortnight, a series of commer- 
cial exhibits, promotions and cultural events, when over $20 million in 
U.S. goods were reportedly sold. 


U.S. electrical machinery sales in Hong Kong dropped 5%, but 
retained its market share due to an overall decrease in purchases. 
Fruits and vegetables showed an absolute gain, aircraft sales were up, 


and worked and unworked precious and semi-precious stones showed gains. 

Major imports from the U.S. include unset diamonds, tobacco, 
scientific instruments, photographic and optical goods, watches and 
clocks, textile yarn, fabrics and made-ups, textile fibers, cereal, 
transport equipment and chemical products. 


Foreign Investment: A hospitable climate 

Political stability - in fact, no politics at all - good trans- 
portation and communications, freedom from government interference 
and low tax rates all favor Hong Kong as a site for investment by 
American companies either for manufacturing, services, or regional 
offices. The disadvantages are the high cost of land and the high 





cost of labor compared to other East Asian countries. However, these 
are ameliorated by the high productivity and skills of the labor force, 
the exceptionally small number of work stoppages (17 in 1975), and the 
Hong Kong Government's policy of making land available at lower than 
market rates to high technology industrial investment. Despite its 
dominant laissez-faire philosophy, the Hong Kong Government would pre- 
fer to see some diversification in both products and markets as well 

as continued upgrading into more sophisticated products. 


It has attempted to further this goal through the above mentioned 
land policy and also by sponsoring delegations to the U.S. and other 
countries for the purpose of interesting manufacturing companies in 
investing in Hong Kong. The two most notable successes of this policy 
so far are the establishment of manufacturing plants by Outboard Marine 
and Dow Chemical. 


There are 550 U.S. firms now operating in Hong Kong. While the 
majority are regional sales and/or administrative headquarters, over 
106 are engaged in manufacturing and represent over 40% of foreign 
industrial investment in Hong Kong. These firms are served by an 
unusually active and effective American Chamber of Commerce operating 
in close cooperation with the American Consulate General. In short, 
Hong Kong provides an excellent area for American business activity 
of all kinds and can be expected to continue to do so for the foreseeable 


future. 
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